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The asset management 1Asdsuestt rrnya niasg el mer ng AnalystinFinancial sl e x .
also known as investment manageaeead mjp ECOnomics or a
that manage money for a fee with the o0WwWin
The moklhown product these ¢compaMany tc inve
of investmenti nfimds ngx ms ttwaald efdu nfdusn,d se edge
funds, private equiTthy,i ra nbdi sviennetswsr ep rcaacptutcaehsu iarnedm et nhtes
which they are subject are far from standardized. 1
profile, investor access, portfolio company operat:i
i nve sftumedst, the asset management industry also cons:
services, sudliies pnwevstdmentand custodians

Asset nre hh gentasnvaeglelydilnisosretn s L udvagt me,oft mehawriliygeo f all U
househbtds hdaeszspeyi e nsoefd hp ggiliagdge wWtyhi b ¢ tad i le’iinncvreesatsoerds
reliance ontessetvtemanbhers monvygslionmobhwime mae¢t heesth

Th®ecurities and Exchange Commission (SEC) is the p
indushter y.ndfisvtebypeids s dmawmemg elda t osrt ye mrnei giganeferroanh  di f f
statMotsets odguouhaet ory firamewdbh& W230s and plr%dl@a,ad ebsut t
t r eanfdfsetch @é nigndas ¢ vExh mpahfg t hi si eviloddie 4 gpard wt hi nodfu st threy ;
( 2t)hiencr easing fd eApomenwr d eccraeny b ps f a b s mensgk;e t( 3f)i ntahnec s hi ft
passive investment style; and (4) the expansion of

Congrechas showmsiumtse rtchsbta aismgt t ma nygreime @ 't'€ di mgdruds sr,y .
l awmaker sr chlabvece thica gls ¢ o nmafiiaga® me nd i ni vnensotvoart fiporme,nh e ¢ & 1 o
st abanldetvye,r a g eTdh d ® ntalhiantgsh e par b d eam t e smarney as: foll ows

1T Whether the asset managemenmtanaidalbk tgtyna ihtatdsal tadySyei n mtp 1
financial autahertt managtsaht a ptobdmmgheama ebrinn a nci al sta
during -2h®9 2f0i07aprecrjmaold he xtchsepmmoonfe y mar keg . mThuwali § ur
because asset managers are genertrtal lcywiehmetmnstds kelcg p
risk of fiBancsdshelraxgwe al dvemtnetr abndic¢aowmbed tbaei nob
financial. hitnisrti ciampel dto Smer vee curnt a i n

n

T Whether regulation of the as s ecatc cneasnsa gaenndemmtrt @itinddcut sito1
invesh®risnvestor protection concerns domrtiewa toen fimm
Pi vate funds arabhighecerwmpdotfiambdbaoareetarto public f unc
di scussmoast of perqoutaelc taiapone sastnmdteant opportunities.

T The impact of famatnlcd ailndwscthmy,l oagnyd whet her the <cu
taddntdhsese new.tidhcalmncodladgiiensnovation 1snagememt’s gmalus
devel opment podndyi andreaxztgghttiengxdemat¢o which th
araegppropriately seravteadr yb ¥ neteghiconfee mnhoerts i gogfa Iipeo g u lc y ma ki n
aresa to protect investors without hindering 1innov:
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Introduction

The asset management lienxd ussytsrtye no pweirtahtsesse hiyn cao ncpoommp
managementhesompamagopr pr-oplubklti c ategdbs iaeamsd privat
Additionalliynt ear mendmbadkerriawsf i nvest ment advisers and
distribution channels, safeguards, Menadr lot her es s
h &1, or 44. 8%, of all u. S. h o hWheehno 1odpse roawtni nsgo maes f ¢
expected, the industry functions to pool assets,
information, and protect investors.

As stath a ge me nt —& bungp famrardendv etsohammeang e me nt, cmompeayn i € s

manageamsedsygvest meate faaldke c tvieshadtchlaetsep d anle nhoney fr
variomws wirduals i nvest camidoveshbdhfadffi nametitadns .
Th Secdr Emnggles Commi s si on (rSeEgCul aitso rt hoef ptrhiemaarsys e t

n
r
e
managemenfThendas hr gyt atutes that goavtertnhe hfee daesrsaclt
leval It hidreve st ment Compailég/ 68)Henok st mebdt( Advi ser s
1 94P0. 1(67 6)& hSee c uAict i o 1 92323) ,¢ Bfeald u r7i3t i es Exchange /
1934 (29L). 73

Publ i c afidnagrsei vdaitset i ngui shed by the tampdsbypyf i1inve
the regulationPapmbddoseld @ Mmheéema-ltrfideds fuadshange
(ETFs 9 leonsde df und s , and (bl fgkendveotmddmptnatese oy s b b d

all *Pyposatarlef mithod et sophisticate@dinaisvidwalipnal
i nve,s ttohus SUhLey DWaHindeX QiGyipnepsr iovfa saerheE dgd funds, vent u
capit aanpffrumdsn’e t y

The fiorfsitts pmaeport provides an overview of the as
r e gulAlttihoonh.g h e g lse ndoe fsiimmi t i on for the sindustry, t
public ainndv epsftimmeanste and t he industry ¢Phmponents th
r e paolrstlo]l uss tsroamtédee o f s dketyr y i s k t breepgouskuartdeeset nagnnde d
isclose, monitor, and mitigate them.

d
The secofnhdi paradaport tcroennsdpsa karnsdy c g s(elm)t , wh entcH eurd i n g
t he asset manaafgfeencetnst tihned ufgithmreayndn iatle & t Sithatlea sty (02X)

1 SeePublic Fundssection of this report for more details on public funds. For household holdings of public funds, see
Investment Companinstitute,2019 Investment Company Fact Boaithttps://www.ici.org/pdf/2019_factbook.pdf

While an investment company could manfundgde imubldspl asfunds, i
interchangeably to describe an investment management company. For this report, unless noted otherwise, funds are also

referred to as investment companies. PelJ.S.C. 880a3(a)(1), the legal definition oinvestment comparnyg any

issuer“which— (A) is or holds itself out as being engaged primarily, or proposes to engage primarily, in the business

of investing, reinvesting, or trading in securities; @gngaged or proposesdngage in the business of issuing face

amount certificates of the installment type, or has been engaged in such business and has any such certificate

outstanding; or (Cis engaged or proposes to engage in the business of investing, reinvesting, owdiing, ¢io

trading in securities, and owns or proposes to acquire investment securities having a value exceeding 40 per centum of

b}

the value of such issuer’”s total assets (exclusive of Gove
3 See Public Fundssection of this report for more details.

4 These institutional and retail investors are more sophisticated and higher net worth clients who are perceived as better
positioned to understand and tolerate risks.

5 SeePrivate Fundssection ofthis report for more details.

6 Pension funds and insurance companies also manage assets; however, because they serve different functions and are
not regulated by the Securities and Exchange Commission (SEC), they are beyond the scope of this report.
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regulatien mintakgemens i1industry provides sufficie
who invest money in the industry; iamtdem Bt)het he 1 n
industry, and whether the currenttherseegunleawt ory fra
technol ogies

— 7 eee®dZee

The asset manngemengpleyi acdodnscienngt crta tsetdat i st ics diffe
dependnnghebstoummdaeastry 7t epsorS5t0 0o nl atrhgee swto ralsds et ma n
indicates t.h%.t ashsecetl amagmeasge Us (i1 . e.a,nktilnegs e wi t hi
managed around $50 'ThelltbpnliDnUaSsetassen MAhTdger
trillion in assets -aamde2/(Dlh®H(@ge ment as of year

Table 1.Top 10 U.S.Asset Managers, Ranked by Assets Under Management
(as of December 31, 20}7

Assets Under Management

Rank Asset Manager ($ Trillions)
1 BlackRock 6.3
2 Vanguard Group 4.9
3 State Street Global 2.8
4 Fidelity Investments 24
5 J.P. Morgan Chase 2.0
6 Bank of New York Mellon 1.9
7 Capital Group 1.8
8 Goldman Sachs Group 15
9 Prudential Financial 1.4
10 Northern Trust AssetManagement 1.2

Top 10 Total 26.2

Source: CRS based odata fromWillis Towers Watson/Thinking Ahead Institute 500 afRensions &
Investments

The i nsduasstsreyt s are measured by assets under mana
grossrafsesettso thoecyssvmenf bays £ htNseds aet evimalnuaeg d e 1t «
ofissets minlsy clgiasbtielrietd ecisn e sp ® mk n€h e€lodmp2nl . 4
trinl limototal néPronsase¢sfusdeode@BilBheaby hppiaal
househo$8s7ihtldn in tdttaxli 1ddtoans sien® tARMae8@b & 1l

7 CRS calculated this approximation by multiplying the 53.2% of assets under U.S. management (page 11) with the
$93.8 trillion (page 4) of total discretionary assets under management of the 500 managers included in the report. The
$50 trillion assets undenanagement does not include assets of smaller funds that are outside of the top 500 list. Willis
Towers Watson/ KH :RUOG YV /DUJHVW , atht$ps MW thinRiqyanaatlintitute.org/
/media/Pdf/TAl/Researehdeas/TAI_PI_500_2018_formatted.pdf

8 Net assets equal total assets minus total liabilities, and is different than assets under management. For more data, see
Investment Compay Institute, A Review of Trends and Activit20l8s in the Inve
Investment Company Fact Boaithttps://www.ici.org/pdf/2019_factbook.pdf

9 SEC,Private Funds StatistigiNovember 13, 2018, attps://www.sec.gov/divisions/investment/privdib@ads
statistics/privatdundsstatistics2018q1.pdf
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In addition, ot her mar kdeeta lhearbisg,o med i $3 i Estr ishikhon
of second Quarter 2018.

Typessoéh AMgent Companies

Ma ntyypes of moesmtetc amapidsgtede her, the different type
management companies are subj.ldts stcd i dinf tha rgehd ti grhe
ma jtoyrpe s mafnaagement,iaechpabhegs funds, private fun.

fons of asset management

PubFinrds

Public funds arecpeesl ¢ tmotnnfgeosnmh me nwti dvaesviteiar s ety o f
and invesih shoeckhone ponds., TahnKh-vatrfee st seedrinvestn
companiaas toplelnstituti onwtbomrhd pedbhiodéd SIXEOLka me

f unAlsss.et hol di n gesx poefr ipeunbcleidc sfiugnndisf i cant growth i
OLIXYKHt seenar 2WplIBiucnds managedt#moddée iomann$2bsets,
behalf of moreSthanilFOnmebtbon. U

Figure 1. Selected Public Funds Net AssetValue
($ Trillions, Not Inflation Adjustedl

25
1999 2018
20 Mutual Funds 6.8 17.7
ETFs 0.0 3.4
15
10
5
0

TP R Sy PR H o N HOH DN L LY W e e AN D
o d oy
A AP NE 1@‘{9 AP AP AF TS DDA D S
H Mutual Funds ™ Closed-end Funds # Exchange-Traded Funds B Unit Investment Trusts

Source: CRS based on data from Investment Company Institute and Strategic Insight Simfund.

Notes: Mutual fund data exclude mutual funds that investarily in other mutual fund<losedend fund data
indude preferred share classdsTF data include ETFs not registered under the Investment Company Act of
1940 and exclude ETFs that primarily invest in other ETFs. Data are for investment companies that report
statistical informatiorto the Investment Company Institute.

Thfour baspuwbltiyp efswtmoudasl f venndidbu,nedesb b aggeded funds,
and unit investment trusts

10 Boardof Governors of the Federal Reserwaancial Stability ReportNovember 2018, at
https://lwww.federalreserve.gov/publications/files/finansiglbility-report201811. pdf

1 Investment Company Institut2B)19 Investment Company Fact Bpathttps://www.ici.org/pdf/2019_factboghdf.
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7¢72Sekt—soce
Mutual fhrdmoastepvdaledd umwadIhmyalbea wlolpeiednl e
endeds, fuamflerhreiomg ithnomous o.f fMutimagb o6ff dhmdvseornas 1 i mi t
the nusnbarewafitshs®dyheh ar ect made shec b a nhgednsn.veWt or s
need tt dtrtheex in vpeosstisgteindtne gnéseh aate snet 4 NA¥) value
S5SHGHPSWALR® selling muh 4 mdlsch.ebsaec ktfeecohtntificeasl ] udi n g

NAV and radempt o, coddmpxlta mdfcei s k fRe g molrayo 1 s
and Risk FMiatmiegvsotr kst dmes o & r t

o~w20_oi_oce

A closéddfund is a publiclysethded 1 nmesedenttmbem
rathercdmtai nuous.Cy¥y oefmide fiumgl tsthemes are not redee
cannot be retuNAMub ttohetyhiemrfanmtedr Fdardimdasy omsr ket
caenxit -ecnld sfeghnudysi ng ehasebtibngtie exchange

i E‘'S—oBeZA—dpe

ETFsr e pooled 1 nvecsotmbei nnte vibeohtnthctlrueasd tdhftantd m dand c 1 os
f unUEsT.Fosf fer investors a twaa yfwtinodhp ocooln tti menioru smosnheayr e

of ferhat £antm aedxeclhiaknegge™ st ock

— et VYZoee—Zzoo®l U

Ul Tsnvest money 71 ais eaonfteri anm marbyl iicn wefsftearsngi o n a
portfolio of stocks, bonds, or othemndevesat ments

trust or s1imilar structure that 1 ssues redeemabl
a unit of spcified securities.

PriviFahds

Private ifanu mdsert wveassttmentt hapepane es hr ofur gehm retxacinmp t i o n
SE€e gul®Ptriomte f amdakletderren aatlisviRe li mtviewd meam t publ i c

12 SEC, Office of Investor Education and Advocaleyjtual Funds and ETESA Guide for InvestorsSEC Pub. 182,
December 2016, &ittps://www.sec.gov/investor/pubs/sgaideto-mutuatfunds.pdf

BNe t asset value 1s the fund’”s net assets minus net Il iabil
An s weMutial Fufids ” httpst//www.sec.gov/fasinswers/answersmutfundhtm.html

14 Primary market refers to the nkat where securities are created. Secondary market refers to the market where
existing securities are bought and sold.

’SEC,“ Fa s t AiosedbEnd Fund Information > httpst//www.sec.gov/fasinswers/answersmfclosehtm.html

16 For more information,eeCRS Report R4531&xchangeTraded Funds (ETFs): Issues for CongrdssEva Su
and SEC, ¢ FExchangelkaded Funds{ETFs)” httpst//www.sec.gov/fasainswers/answersetfhtm.html

17 The vast majority of ETFs are organized as eped funds, but some of the earliest ETFs were organized as UITs.
Although small in numbers, these UITs represent a significant amount of assets. For easuwipfeatend 2017, the
eight existing UIT ETF#eld total assets of $379 billion, representing 11% of the ETF industry. ®Gspdule,
“ExchangeTraded Funds” J un e Dtps://wawisécov/rutes/proposed/201843%H15. pdf

BFor more infor mat i onUnitlnvestnensTEuSts (UITS) ahitpst//mavw.sew.gov/fast
answers/answersuithtm.html

198202(a)(29) of the Advisers Act definesaptiva fund as “an issuer that would be an

Congressional Research Service 4
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pri vattee nftluankddsi @ th e @ ntdhiasyke, s unbojreae v ¢ § Dbare sa a.destsi ons
Pr i v adtser ef uanv aoinlhdyb Ine t € d qnuuanibiefri epdf tihnuvse & thlocYf BiWaHm e
f u o’

As Doefc e @Welp8r,i vat e f utnrdisl lhieml ¢ 0% & 1 7 nterti lalsisoent si na ngdr o
assets undeDLIXYMBEgamensSEfCi rst available private
t he f i rosft 2q0mllBeotuart h M h8 t erho fpr igrasmer d unklanm ndus't
6 0% prilneadi iblyy eps evaia@a e qui t%T haen dr uhleedstg leg of vuenrdnsi.n g
funds were estabhhieshend nd s Cpanp t) shylStAtnlee alt guke t h@ 4
draftefformeawrthe riaseaahéFoevnpentfandsfund
landgbhapeqe e s triecognast d i wg trheegu bavt ghtn t o. be updated

Figure 2. Selected Private Funds Net Asset Value
($ Billions)

2018Q4

201803 o e e

2018Q1

2017Q4

2017Q3

2017Q2

2017Q1

o

500 1,000 1,500 2,000 2,500 3,000 3,500 4,000 4,500

Venture Capital Fund & Private Equity Fund ™ Hedge Fund

Source: CRS based on data from SH®jvate Funds Statistiaty 23, 2019
Note: As reported in SEC Form PF, Question 9. The fund types are not mutually exclusive.

defined in section 3 of the Investment Company Act of 1940 (15 U.S.€380mt for section 3(c)(1) or 3(c)(7) of
that Act.?”

20 A private fund is any issuer whose outstanding securities agditially owned by not more than 100 persons, or, in
the case of a qualifying venture capital fund, 250 persons, and which is not making and does not presently propose to
make a public offering of its securities, among other conditions.

2L SEC, Divisionofl nve st ment Ma na g e mePrivate FandsaStatistic§auithcCalen@af Quartere ,

2018, July 23, 2019, attps://www.sec.godivisions/investment/privatbindsstatistics/privatdundsstatistics2018

q4.pdf

22 private funds grev89% or 63%, as measured by percentage increases in gross asset value and net asset value, for

periods between first quarter 2013 (the inception optheate fund statistics) and fourth quarter of 2018. For more

details, se€ E C, Division of 1Invest me PrivateMands StatisticsaurthCalendan a [ yt i ¢s Of f
Quarter 2018, July 23, 2019, tatps://www.sec.gov/divisions/investment/privditeds statistics/privatdunds

statistics2018g4.pdfa nd SEC, Division of Inves t RivatetFundfaStistics e ment > s Anal
Fourth Calendar Quarter 2014, December 30, 2015 phitpat//www.sec.gov/divisions/investment/privditeds
statistics/privée-fundsstatistics2014-q4.pdf

23 Allen Ferrelland John DMorley, New Special Study of the Securities Markets: Institutional IntermediXiddes
Law & Economics Research Paper. 58Q July 19, 2017at https://ssrn.com/abstract=3005542

Congressional Research Service 5



Capital Markets: Asset Management and Related Policy Issues

Theaimm types of private funds include hedge fund
and famibuy dfhfeiscece sf und teyxpcelst'Soimee .mo t St &y DWHF m

HTXiLWt\ e r ¢ haasn gae-add tygplor des cri be all®Fhyipse st eoffo rptr i v a
uses the terminology set forth by th%e SEC in its

Among all majtoer ftuynmpdess, oofnlpyr iweant urehesdvepgtadl fund
definlnidhdO0DordaWMakl 1 Street Refor m Act®. Cond dimer P
20;3 D& ddMckttr e mov cad stt e ¢ mpfiriooomn S EC r eignivsetsrtameinotn f o1
adsvdrs with fewetSfithaa kRSycgapnin’®The adesppul atory
establlagadleddefinitions of venitswrd haapithelsef smd s c
private fexeémpfewul ¢ hee neeowquie £bmaad dinti on, privat
with less than $150 milddmtni nene eanstettds. under mana

>'YSeBE eB7—ece
t

A private epqouilteyd fiunnvde tsittamtepnitc avlelhys ocal aerv e s 1t tmre an tt e

n o oftflee eplubtioc b as ownership st & PRreisv aitne perqguviattye I
fundvestolkuédewdigh individuals and families, pen
banks and ins%Aaanacrdicmgnmtronicap 2808 f7n sit a1 arlt
investhtoested inf ummisaat ya lalqawhatityeddt h atnh als0s% tosf

in priv¥te equity

Z—e7>ZM 4G o e

Venture capital funds are sstophgiepb s ¢ o f jsautcahf tassms f i n
higdkh stRBRut uptasmhde -PwddkhAcISECte sdeafbilnisthieadn af or ven
capitsmiln f2unfTd be considered forfrtolme ceaentaume i aavpEist
company 71egul at otrhys hrbepgqhudi erpeantebnytes a v ecnatnunroet s tr at e

“The SEC’s quarterly private funds statistics release expl
not mutually exclusive, meaning the safand could potentially be referred to by multiple nans#sC,Private Funds

Statistics January 29, 2019, https://www.sec.gov/divisions/investment/privditmds statistics/privatdunds
statistics2018g2-accessible.pdf

25 For example, some expertsfide private equity as an alternative asset class that includes all assets beyond the three

primary asset classesstocks, bonds, and cash. For more details, see Benoit Leleux, Hans van Swaay and Esmeralda

Megally, Private Equity 4.0Reinventing Value i@ation (The Wiley Finance Series, 2015).

26 SEC,Form PF tReporting Form for Investment Advisers to Private Funds and Certain Commodity Pool Operators

and Commodity Trading Advisomathttps://www.sec.gov/about/forms/formpf.pdf

27 For more information, ®CRS Report R41350;he DoddFrank Wall Street Reform and Consumer Protection Act:

Background and Summargoordinated by Baird Wehel

2This previous exemption counted every fund as a client as
AdoptsDoddF r ank Act Amendments to Investment Advisers Act,” prec
https://www.sec.gov/news/press/2011/2ABB htm.

2917 C.F.R. 875.

30S E CPRrivate Fund Adviser Overview” httpst//www.sec.gov/divisions/investment/guidance/prifatetadviser
resources.htm

31 Private equity funds could also invest in publicly traded companies, especially purchasing the controlling stake of
public companies with a combination of debt and equity, often referred to as leveraged buyouts.

32 SEC,Implications of the Growth of HeddFunds staff report, September 2003, at
https://www.sec.gov/news/studies/hedgefunds0903.pdf

33 Brian Boyer et al.Private Equity Indices Based on Secondary Market TransagtmtsonalBureau of Economic
Research, Working Paper no. 25207, November 18, 20h&pat//www.nber.org/papers/w25207.pdf
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borrow fiunnddimga dspheo ul do hmd de o fth aint tsh dc%aipn
noqgmual i fying bamoagt me¢ idshec drgni i“Wandtinre icoap iotfa l
fuhndeeds to beqmetli fmegpowldatroFPypy exemptions

ZeoZ¥—ece

Hedge funds are poolefdtdem tne e meau’li ateih s ¢ me nt t hat
practices t hsaunc hmuatsurad ghebsmealinfAmong i nedgé¢ of snd
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34The SEC defines a venture capital fund as a private fund that meets the fobbowititions: (1) Represents itself as

pursuing a venture capital strategy to its investors and prospective investors; (2) Holds no more than 20% of its

aggregate capital contributions and uncalled committed capital in nonqualifying investments, otheortitams

holdings; (3) Does not borrow, provide guarantees, or otherwise incur leverage, other than limiedrshort

borrowing; (4) Does not offer its investors redemption or other similar liquidity rights except in extraordinary

circumstances; and (B not registered under the Investment Company Act of 1940 and has not elected to be treated as

a business development company. Qualifying investments gen
companies” that athedundd? GFR 8273.203dJa c quired by

35 See discussions of Title XXV of S. 488 (IMGongress), itCRS Report R453080BS and Investor Confidence Act
(HouseAmended S. 488): Capital Markets Provisiormordinated by Eva Su

36 Leverage refers to using borrowing to increase investment exposure as well as riske8hgiis placing
investments to gain return when tHedgeBundsd assets fall in pr
https://www.sec.gov/fasinswers/answershedgehtm.html

¥Nir Kaissar, “If Hedge Funds Ar e LBlopgbergkebrualyi%20®p They Hav
athttps://www.bloomberg.com/opinion/articles/2002 19/hedgefundslag-sowhy-do-they-haveso-muchcash

%8S E CHedgé Funds Investor Bulletin SEC Pubno. 139 February2013, at
https://www.sec.gov/investor/alerts/ib_hedgefunds.pdf

39U.S. Congress, House Committee on Oversight and Government Refiedge Funds and the Financial Market
hearings, 110Cong., 29 sess., November 13, 2008, H.Hrg-582, Serial No. 11:210(Washington, DC: GPO,
2010), athttps://www.govinfo.gov/content/pkg/CHRELOhhrg56582/pdf/CHRG10hhrg56582.pdf

40 SEC Form PF defines a hedge fund as any private fund (other than a securitized asset fund): (1) with respect to which
one or more investment advisers (or related persons of investment advisers) may be paid a performance fee or
allocation calculated by takg into account unrealized gains (other than a fee or allocation the calculation of which

may take into account unrealized gains solely for the purpose of reducing such fee or allocation to reflect net unrealized
losses); (2) that may borrow an amoungxeess of ondalf of its net asset value (including any committed capital) or

may have gross notional exposure in excess of twice its net asset value (including any committed capital); or (3) that
may sell securities or other assets short or enter imitasitransactions (other than for the purpose of hedging

currency exposure or managing duration). The definition of a hedge fund for Form PF purposes also includes any
commodity pool an adviser reports on Form PF. See BE@te Fund Statisticsat
https://www.sec.gov/divisions/investment/privditeds statistics/privatdundsstatistics2018.q1.pdf

“4Shelly Hagan a@megaSlabrejCapital Among kedge,Fund Casualties in Dismal 2018
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Bloomberg December 27, 2018, https://www.bloomberg.com/mes/articles/2018.2-27/omeggabre capitatamong
hedgefund-casualtiesn-dismat2018

“2UndertheDoddF r ank Act, the SEC established a legal definition f
offices final rule, a family office is any companyati{l)p o vi des investmenteadsi&eaenly to -
defined by the rule; (2siwholly owned by family clients and is exclusively controlled by family members and/or

family entties, as defined by the rule; and (2)ed not hold itself out to ¢hpublic as an investment adviser. CFR
8§275.02(a)(11)(G)1-Fami ly offices and see also SEC press-release and
Frank Act Defining °“Family Ofhips/dweww.Sec.govinewskpré911/2044 eas e, June
134.htm

43 UBS, The Global Family Office Report 2018 https://www.ubs.com/global/en/wealthanagement/uhnw/global
family-office/globatfamily-office-report2018.html

“Lindsay Fortado, “John Paul Einancial MmdsJasuar22u2010,iatn ¢ Hi s Hedge F:
https://www.ft.com¢ontent/846c68d2e8411e9b2f7-97e4dbd3580d
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45 For more details on private securities, €8S In Focus IF1074Private Securities Offerings: Background and
Legislation by Eva Su

46 Cendrowski et al Private Equity, Second Editioristory, Governance, and Operatig@®hn Wiley & Sons, Inc.,
2012.

47 For more details on initial public offerings (IPOs), €4S In Focus IF1085%apiWDO $FFHVV ,32 DQG 3,32 2Q
5D P Sy Eva Su

48 For more details, see Jeff SchwaBhould Mutual Funds Invest in Startups? A Case Study of Fidelity Magellan
Fund's Investments in Unicorns (and Other Startups) and the Regulatory Implic&iédmaary3, 2017 North
Carolina Law Reviewyol. 95,n0. 5, 2017 University of Utah Collegef Law Research Paper no. 26t,
https://ssrn.com/abstract=2911394

4 These fund managers are private fimeestors, but they may not invest in private funds exclusively.

50Lin Sunand Melvyn Teo‘Public Hedge Funds3Journal of Financial Economig®©ecember 10, 2016), at
https://ssrn.com/abstract=2883416

51 SeeCRS Report R4522apital Markets, Securities Offerings, and Related Policy Issqye&va Sifor more
details orregulatory requirements affecting public gri/ate securities offerings in primary markets.
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Table 2. Summary Characteristics and Risk Profiles of Major Public and Private Funds

NAV Publicly . . . . .
Fund Type ($trillions) Offered Main Investors Disclosure Risk of Loss | Redemption /Exit Leverage
Mutual Funds 17.7 Yes Retail, institutional High Low Endof day Yes with cap
Public Closedend Funds 0.3 Yes Retall, institutional High Low ngﬁ(de? (secondary Yes with cap
Funds
Exchangetraded Funds 34 Yes Retail, institutional High Low lmngﬁg’t‘)y (secondany Yes with cap
Institutional,
Private Equity 2.8 No certain qualified Low High Buyout/IPO Yes
retail
Institutional,
Private Hedge Funds 3.8 No certain qualified Low High Suagﬁgﬁ + lock :(e?cgﬂdhi h
Funds retail PP ypicalynig
Institutional, No (unless
Venture Capital 0.1 No certain qualified Low High Buyout/IPO limited short
retail term)

Source: CRS. NAV data from th&ecuities and Exchange Commissiand Investment Company Institute.

Notes: IPO = initial public offerindBuyout = the purchase of controlling share of a compadV = net asset value. Public funds NAV as of yeraa 20B,
private funds NAV as oftdquarter 2018. The summary characteristics are for selected funds and typical situations only; they are not inclusive of all

situations.
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52.S. Congress, House Committee on Financial Sen@rasjl Business Credit Availability Aceport to accompany

H.R. 4267, 118 Cong. 29sess.H.Rept. 115646 (Washington, DC: GPO, 2018).

5317 C.F.R8270Q

“SEC pr op oFundof FundslAwangerment December 19, 2018, press rtelease,
https://www.sec.gov/rules/proposed/201813%590.pdf

55 Hiroko Ourae t  &he Asset Management Industry and Financial Stabil®jobal Financial StabilityReport

IMF, April, 2015, athttps://www.imf.org/~/media/Websites/IMF/importédgship
issues/external/pubs/ft/tGFSR/2015/01/pdf/_c3pdf.ashx

Congressional Research Service 11



Capital Markets: Asset Management and Related Policy Issues

Figure 3. Operation of a Mutual Fund
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Source: CRS
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56 §202(a)(11) of the Investment Advisers Act of 1940.

SSEC, “ F a s Investment Advisess ¥ httpst//wwwsec.gov/fasanswers/answersinvadvhtm.html

%« A broker or dealer that is registered with the SEC under
the Investment Advisers Act if the advice given is: (i) solely incidental to the conducbasitess as broker or

dealer, and (i1i1) 1t does mnot receive any ‘special compensa
SEC Division of Investment ManagemeRggulation of Investment Advisers by the U.S. Securities and Exchange

Comnission white paper, March 2013, https://www.sec.gov/about/offices/oia/oia_investman/rpl@42012.pdf

59 SEC, Office of Compliance Inspections and Examinations (OQIH)9 Examination Prioritiesat
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Different Standards of Care: Investment Advisers Versus Broker -Dealers

Investment advisers and brokdealers play similar rolesith regard tohelping retail and institutional investors
make financial decisions. However, they are subject to different standards of care, with tighter standards fo
registered investment advisers:

i Fiduciarystandard for SE@egistered investment advisetsan investment adviser isfiduciary
whose duty is to serve the best interests of its clients and fulfill the duties of loyalty and care.
JLGXFLDULHY DUH REOLJDWHG WR S&b.FH FOLHQWYV:- LQWHU

9 Suitabilitystandard for brokerdealers® the suitability standard generally requires a breker
dealer to make recommendations that are consistent with the interests of its customers.

Research cited by the SEC shows that retail investors generally donugrstand the difference between
investment advisers and brokeealers or their different standards of ca®imingto improve the quality and
transparency of financial advithe SEC finalizeal package of rules, including Regulation Best Int¢t§st.F.R.
§40) in 2019

Zoees"e'S—e

Custodians provide safekeeping of financial asse
have legal ownership of assets bu,t ameng actkleadr wi
administrafAsyvemdninman eddtei“aAsideti nManagement Risks
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regulatoryt oepmuo tr etecnltiscanrtse t agsessneetrsa bl bersgqlegadr de
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fi nanci al aecvuwsl tvoeddy sfyr sotnedmf sotfocduys ttood i alnsy pd eamp mrge n't
oAhsset manageModt yaope BNMkMa.lB.n,Mor gan, State St
Citigroapvice around $114 trill1ion of global ass

https://www.sec.gov/files/OCIE%202019%20Prioritet.
€9 15U.5.C.§78¢- Section 3(a)(4)(A)

61 15U.S.C.§78c- Section 3(a)(5)(A)

62 Depending on the nature of the brokiealer activities, they could be subject to the requirements of the Financial
Industry Regulatory Authority, national securitie€leanges, or the Municipal Securities Rulemaking BdaEL,
Division of Trading and Market§uide to BrokeDealer Registrationinvestor Publications, April 2008
https://www.sec.gov/reportspubs/invespublications/divisionsmarketregbdguidehtm.html#ll|

63F I N R Ahout FINRA ” httpst//www.finra.org/about
4FI NRA, “Key St a htips/imivclinra.drggnewsddmistatistics a t
65817(f) of thelnvestment Company Act and 17 C.F.R288.17£1-270.17£7; 17 CFR§275.206(4)2.

66 Fidelity Digital AssetsCustody in the Age of Digital Asse@ctober 2018, at
https://www.fidelitydigitalassets.com/bipublic/060_www_fidelity_com/documents/FDAS/custeidythe-ageof-
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67Assetmangers and traders pay fees t oSelsidecesearsh refeestoiresearshl e x ¢
funded by trade execution through brokiealer trading desks (soft dollar). In Europe, the second Markets in Financial
Instruments Directive (MiFIDI) has mandated European financial institutions to move away from soft dollar
arrangements and make research pricing more transparent. MiFID Il has already affected U.S. research services and
generated policy implications globallgiobhan Riding “ MI FI ® Tr ans p ar e n FiyancRllimess Go
January 20, 2019, attps://www.ft.com/content/f2a46c4bd4358092a03dd0bae8daf3

817 C. F.R. §27 ProxyVaiay by livestrient Adviders”, J“anuary 31, 2003, at
https://www.sec.gov/rules/finalAia106.htm

69 Please note that because 95% of proxy votes were caisgthan electronic platform run by Broadridge, the

Broadridge statistics approximate the statistics of the whole industry. Broadelg8tatistics and Performance

Rating athttps://www.broadridge.com/_assets/pdf/broadridgexy-seasorstats.pdf

17 C.F.R. §§240,CoacépbReleasmoth the U.S ProxgIystem Fuly 14, 2010, at
https://www.sec.gov/rules/concept/2010/32495.pdf

“"SEC, Chairman Jay Clayton, “Statement Announcing SEC
https://www.sec.gov/news/publatatement/statemeannouncingsecstaffroundtableproxy-processand David Katz

and Trevor Norwitz, Wa cChngress Increades Rsessore gn Pixy Advigory &irink Ma  ,
23, 2018at https://corpgov.law.harvard.edu/2018/05/23/congieseasegpressureon-proxy-advisoryfirms.
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73S E CWhatWe Do ” httpst//www.sec.gov/Article/whatwedo.html
7415 US.C. 82c.

75 SEC Historical Societyinvestment Company Regulation: The Intricacks DQ 3(QOLJKWHQHKG 3DUWQHUVKLS ~

http://www.sechistorical.org/museum/galleries/icr/icr02_rules_of_new_game.php
6 Louis Loss, Securities Regulation Fifth Editi Volume | Wolter Kluwer
"Content of the t eWhatbMe Do ¥ httese/mwwisec.gawAricle/@hatwédo.html

BSEC, “Fa s lnvestment @ampasy: Registration and Regulaflankage » a t
https://www.sec.gov/investment/fashswers/divisionsinvestmentinvcoreg121504htm.html#P46_.2920

®S E Clnvestment Company Registration and Regulation Packagettpst//www.sec.gov/investment/fast
answers/divisionsinvestmentinvcoreg121504htm.html
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The Laws That Govern the Asset Management Industry
Investment Company Act of 1940 ( P.L. 76-768)

Thisact regulates the organization ofvestment companiesindis designed to minimize conflicts of interest. Th
act requiresinvestmentcompanies to disclose their financial condis@md investment policies to investorEhe
act focuseon publicdisclosure of information about the fund and its investment objectives, as wafbasation
on investment comany structure and operation3he act does not permit the SEC to directly supervise the
investment decisions or activities of these companies or judge the merits of their investments.

Investment Advi sers Act of 1940 ( P.L. 76-768)

Thisact regulates investment advisetsgenerallyrequires that firms or sole practitioners compensated for
advising others about securities investments register with the SEC and conform to regulations designed to
investors. Since thect was amended in 1996 and 2010, generally only advisers wiecah&ast $100 million of
assets under management or advise a registered investment company must register \@ECthe

Securities Act of 1933 (P.L. 73-22)

Thisact is alsoreferred to as thetruth in securitigaw. It (1) requires that investors receivéinancial and other
significant information concerning securities being offered for public sal@apobhibits deceit,
misrepresentations, and other fraud in the sale of securities.

Securities Exchange Act of 1934 (P.L. 73-291)

Thisact created the SE@nd empowers itvith broad authority over all aspects of the securities industiyis at
gave theSEC theauthority to register, regulate, and oversee brokerage firms, transfer agents, and clearing
agencies as well as the nation's securitiesrsglfilatory organizationsncluding various securities exchanges an
the Financial Industry Regulatgkuthority. Theact also identifies and prohibits certain types of conduct in the
markets and provides the SE@ith disciplinary powers over regulated e and persons associated with them

Asset Management Risks aWdtBaemngluilmg i on

Aft e
asse
1 n
t h rduffebesiness models, risk control

o/—SmkZ+l Z>eZzel $EABI™SEx

r 20920 hancial crisis, Congress di
sector risks amd spamnei ccylnsgaclanstsiiommss., r i s ks
t management indf Atthenghwesemjbanitiyedebatst

d u 5ftirniaensc 1 a l risks, there are fundament al
e i

S,

The asset manage MeJHBDDWhhGE md warhlka ti s egpmr at es
management functions °FTrhoins iins¥ ede nffFein@EBEVIMG r s hi p .
model for banking, in which banks own and
managers are viewed as agents that perform
compensated through serlvdrwi va tpleay oama nicres fleatse
investment ret’acoesuniPBéthasuisescldematsc drbayt 30t o0 wn
mar ket w

the ,fumsiset managers routinely exit®the

80 Testimony of former SEC Commissioner Paul Atking/Ji6. CongressHouseCommittee on Financial Services,
TheDodd-Frank Act Five Years LateAre We More StablePearing 114" Cong, 1% sess. July 9, 2015Serial No.
11439, H.Hrg. 97151 (Washington, DC: GPO, 2016)tps://www.govinfo.gov/content/pkg/CHRG
114hhrg97151/pdf/ICHR@14hhrg97151.pdf

81 For explanations on th@incipal-agentparadigny) s ee for mer SEC assistant chi
I

presentation, “Conflict of Interest Among Market
https://www.sec.gov/about/offices/oia/oraarket/conflict.pdf

82 Except in some cases, such as hedge funds, as discussed previously on p. 7.

n

8 Former SEC ChaiMa r y J o  Wh Enhancing Risk donitoring and Regulatory Safeguards for the Asset
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n when undehemarkkst astsessated with asset ma n
atly from those as sWhceirdetaesd Wia tilhevabde stkomhiyqui dat
ernment financial intervention for either 7r1ec
rea nctlei e i h eaisrs ectlsi.ent s bear investment perfor ma
ets out of failing asset-pmadege¢mant tOiod ms f o Wi
mitigating systemic r11isksdeirre dt feorbamkientg maec
ms. For efammke Act eenSiFdbgdd etheth annual stress
tain as$set managers.

O Hh e ©0g e e T
o =B »nw o o " <
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scl Requier ements

Disclosure requirements are % Thpucpomedstone of s
requi rfeomme ndtiss ¢ If epswbrlei cd iafnffdece Pmbi uametde fiondal ly provi
publ ic dtiosncfloorsmu rienPvreisvtaotres f u n B -Onmollrynsacllloys uprreosv it dhea
allow the mgaenampd irnifsowsminlp o hitnegp n f iid nt i al

<o e E*" 7527

Pulbidd s c laolsltachws pgwblmake informed juidpgpment si mabout
s pecfiufnbdgs ensuring that investorsfuwueddhee signifi
di s cltboassickedgul at ory philosophy is consist’snt with
amous dfiscutnulm gthhtati s said to be the best of disi:
ol i ¢c®Rnabnl.i ¢ &i, s dlnanstwurda h gf und asegda rET Fa vpariolsapbel cet uf o
ree from the SEC®SEKIleigd sdiesseldo simrvef opranretmaalmp d e i s
re also requithéitrtobpsbhieskyopepatti ohs and cert

& —HhT h

T MZde  E—dAC e E"ez>7

An umb eStEGonft g por t i ng arpepq pyu btkeaimdk npgrsi watdk e f u n d s
advisers. The pritYvatepdrypokbesuondsmengiatlcarhiomlgy r e vi
policymakimgr mdhky SE&€es nohamaieabdre ym hpfabrrtmiact ui loanr
regiptubadntly avidlblmdghease ceritaiaggnégamehand

Ma n a g e me n t Detembden 1s1,t2014, Atths://www.sec.gov/news/speech/26dpch121114mjw#_ftn27

84 For more on banking liquidation, S€RS In Focus IF1071€&rderly Liquidation Authorityby David W. Perkins
and Raj Gnanarajah

85p | . 111203, §165(i)(2).
86 For more details, s€8RS In Focus IF11256GEC Securities Disclosure: Background and Policy Issme&va Su

87 Certain aggregated private disclosure data are also made public®gEh&or example, Form PF information is

shared with the public in aggregate on a quarterly basis.
are not disclosed to the public. In addition, public and private disclosures are not exclusieelyd public and

private funds. For example, business development companies are nee@&€red investment companies and thus

are not subject to Investment Company Act public disclosure requirements. However, public offerings of their funds

are subjet to public disclosure requirements under the Exchange Act.

8Louis Brandeis, “What P2WKHU 3HRS QeBR)VFEERMBished iraDpUtSHUTY i n
Weekly December 20, 1913.

®These reports are available through the SEC’s EDGAR datab:
information, athttps://www.sec.gov/edgar/searchedgar/companysearch.html

90 SEC,Investment Adviser Public Disclosuneebsite, ahttps://www.adviserinfo.sec.go¥or more details on
registered investment adviser public reporting, see SEC, Form ADV (Uniform Application fomiewntegtdviser
Registration), Glossary, attps://www.investor.gov/additionaksources/generaésources/glossary/foradv.
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information 1in BExmafnpdfeemeint a tancctldpodnbsll.iocs ufrend 11 qui
pos irteipoofftatnipde g iroedpingr tdf privatre gfivntdes ebdy i SEFE@ st me n 't
pursuantfFrtamkDAdd ¥fequirements

Invest o ReAdaeascst i ons

Public funds are orpievma ttaonfiaelmld so rn vaecscteosrss ,1 sb urte spt r i
intersectinm@atfegdbderealn ldawWsf etrent regulatory requir
investment management companies, anod menevte st me nt
certain defaivesti oms pcawvate funds without trigger
Fundsamvoid additional brye gaud haetroirnyg rteoq uriersetnreincttsi o n s
investors per mit tseodmet oe xianmpePsets ifno Itlhoewsf u n d

T Accrediteidf iasvismwerstors meet the definition,
quafofyprivate s®curities exemption.
T Qualifidd @%ifaamtde st ors meet the definition, t
could receibespdrfommensation.
T Qualifiedi puasc himmwest ors meet the definition,
exemptedgfisamring as 2% investment company.
Most private funds choose to compl ydowwrnt h 1invest
regulatory requirements relative to public funds
especialltye d hien vaecsctroerdide fini tion, have been a so

Examinastion

The SEOffice of Compliance Inspections and Exami
conduexamignaantdi ocner t ain odfhetrhe isskndtvémwannagge me
addidgadodigul at oysy cadfFgleNReAl 8 8 cxmdni mta 0 f onheir member
undSeEEGver i ght

OCIE examinations focus on complianmakifgaud, ri
OCIhEas ¢t mpO0 0iyne elsln arle gifof i c e s Apnpdr ohxeiandaqt ueal ryt elr0Os,.0 0 0
funds ah3d, EXFsi nve satnnde n3t, Saddevaibseeorkse,r a mong ot her 1

91 Form N-LIQUID for reporting liquidity positions at opeendinvestment management companies. See S&@)
N-LIQUID: Current Repot OpenEnd Management Investment Company Liqui@&C no. 2941, at
https://www.sec.gov/files/formtiquid.pdf.

92 SEC,Reporting by Investment Advisers to Private Funds and Certain Commodit@petors and Commaodity
Trading Advisors on ForrRF, at https://www.sec.gov/rules/final/2012/&808secg.htm

93 For more details on the statutes and definitions, see Eric SreittableLLP, Investor Qualification: A Primet,
January 2016, dtttps://www.venable.com/insights/publications/2016/01/invegt@iificationa-primer.

94 For more information, seBRS In Focus IF1127&ccredited Investor Definition and Private Securities Markeys
Eva Su

95 8205-3(a) of Investment Advisers Act of 1940.
96 82(a)(51)(A) of thenvestmeat Company Act 01.94Q
97 SEC, OCIE2019 Examination Prioritigsathttps://www.sec.gov/files/OCIE%202019%20Priorities.pdf

9B FINRA, for example, conducts examinationonbreftet a1 er s . FI NRA, “2019 Annual Risk M
Examination Prioriti e http:Mwaww.finaorg/ihdustrw20kdanuayriskandnjtorilgéntt9 , a t
examinationprioritiesletter.
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entatieesubject to PPhen®OChE exmmliatae¢d omsre t han
examinatignari®@0fB8scal

Securities Investor Protection Corpor:

The federal government does not guarantee or 1ns
investment manasgetmmemmoncicowwuwad ts-Hpm®stdiscl ai mer
per formance 1is no PBwsaurgagnetsetes ,o0 fd ufeu ttuor eu nrperseudlitcst a b |
fluctuations, capit¢tapempechet sundospge vthernmaunded or
prin®ipsktshoukd be propathedrt ®mwmbd osses.

When a capital markets firm flaithpgydetrdst ain 1 osse
for 1ifMfwvwesnt drhse Securities Investor Protection Cort
nature and the 1evel ofs spoacyioautthbda avkietnhd i f fer ent t h
instederal Deposit Insurance Corporation (FDIC)

ST PGn oan go venronnmpeirnot cocpenbtiobyritthiees Investor Prc
Ac’Ttnsupes o $HF¥0®,akmh0 and securitiaeasmmwith a $25C¢
brokerage accashtasgearion sppr octaesdhto a nes sieL urhed¢iesbr okce
fal®Sd PC only protects thedeaalsdvobdiyc hftunmecetnikosn toof t I
resaonayses et s micus i bagred oshounttt s d o e s tnhoet ppraigmtdeircpta |

the decline in marTehte vFaDiiu@e coofn tirnavsets,t mesn tas .gover
t hiatsupes o $ 2d5%0,q00iknsolfu diinng bparniknsc iapnadl ,t hri ft i nst
t hedsnewt 6% il

Ri sMi ti g&£émbobmol s

Thesaet managame¢mty f arcess kS omd edierr h eorffehnet 1 n

i ndusatgrebnats e dn & a1 s wine doethhse mo rcaornemofaii t @wal s er vices
insti.Thts osnec teixoanmplladyes oofustln df @ dmiemidgaantti on contr o]
help polbiectyticanlp ¢ © h e n d btehhei hrda trieogmual laet oTrhyi sr e qui r e me
sechloeoontaa isnusmma r/PEQdHplreoov@ ndti mxgtc corne ahioaw i n g
regiohfsgitt into risk mitigation policy goals

S e’ (Eedi¥bZ e
T &RQWH[MW 1 i ¢t smaogfc ciunrt Sine QFDIFIDON SBPUD G L hP
which one entity (agent) makes dé%insions on be

99 SEC, OCIE2019 Examination Prioritigsathttps://www.sec.gov/files/OCIE%202019%20Priorities. pdf
100 |bid.

WISEC, “Fast Answers:r Man abtps’/Mawiset.govifat a st Per f o
answers/answersmperfhtm.html

10215 US.C. §§78aaa et seq.

103 Securities Investor Protection Corporation (SIR@hat Is SIP@, athttps://www.sipc.org/for
investors/introduction

045 ¢ ¢ Qudtadians section of this report forWhatiSIPERrpidctsatat i on of cu
https://www.sipc.org/foinvestors/iwhatsipcprotects

105 Federal Deposit Insurance Corporation (FDMYho is FDIC? at
https://www.fdic.gov/about/learn/symbol/index.html

15t ewart Mayhew, former BnflictmofIsteresttAmang Markét interfhediatie® n o mi s t ,
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the contexte mefnta sisnedu smtarnysg,gctl hencenmted alt i oms dhe pn
thagtset mamgegmarss)y may not act 1in the best inter
An example of a confilnwets tonfie diitnritemmgltvdiestnetrwso ul d be
investments toward pseHbastese mhnaastshpeorn etrhaatne hi gh
pr odu cbtess tthhfaitéfl ii neanmtecsd ch d

T ([(DPSYRPLWLIDWLROERROIMWRONVr ed investment advisers
fiducg%meamisnhga vtiheegydll i gation to act in the best
cl i . FANRA also casts a VXLWDIEN@LWYente nlte sfsorri gor o
bro#feal ers. 1Tdagubigtodtsed d ©d si ntvoe sntankeen t
recomme ntda tsiudfeianta n csil®I1nd dae et dhoen agSdEoCp t e d
Regulation Bent tla fatbrkarsetsasnifinl i ct of 1 nterest cor
in financial *™Thei poavcipnoss atdgriferesmhef i nanci al
advifsregdsacing their own f ianda nocfi atbhhtee rbeesstther 1 nt
of thet™ clients

RS o’eo (

5
T &RQWH [M iadsi tnye nt i ondd poaenmiomd syl deefined as the e
buying or selling assets without saeflflecting th
the higher their liquidity. The liquidity 1sSs
mar ket distress, wheaxfaeaptoonmnadsskotli eashi nhgedn
valuations coul di ndrtihvee mpaarfnkfiectr emeta cftumdcds have d
tpes of liquidMiutyati§fkndemtrisa ttsoa Irleadve eimn v ehseti r
sharesedditygy maintain sufficient 1liquid assets
and minimize the i mpact roefmatihnei nrge d5%hnaprteihoonlsd eorns .
Pr itvea fpurnedsse nt c @n &kfecagendoesctansteisg; n vest ors enter
initll i qwidsk me wi ntgh etyh ackopuelrdi ence several years o
persit'®Pdr i v a tgee nfeudnadlsh 9t dmrn d mi s @ danmgetsitwm s

praitve funds cannot ecasiulrgesmghl nehdsr positions

T ([(DPSXRPLWLIDWLREL FRR@GW UWVR @ qrueednetmpt i on as a produc
feature must maintain liquid assets to meet po

1 1

presentation, ahttps://www.sec.gov/about/offices/oia/oia_market/conflict.pdf

107 SEC, Information for NewlyRegistered Investment Advisgkvember 23, 2010, at
https://www.sec.ga\divisions/investment/advoverview.htm

108F 1 N R Aujtability, > http:#www.finra.org/industry/suitability

1095 E CSEC ‘Adopts Rules and Interpretations to Enhance Protections and Preserve Choice for Retail Investors in
Their Relationshipsvith FinancialProfessionals” pr es s r e 1 e ftps//Wwww.secogev/néws/prés®d 1 9, a't
release/201:89.

WS EC pr op oReguldtiorBedt knterest® Apr i 1 htip8://ww.9ed.gdv/rules/proposed/2018/34
83062.pdf Also seeCRS In Focus IF11073/ KH 6 (&TV %HVW ,QWHUHVW 3BRRAM¢RU $GYLFH *LY
Gary Shorter

111 Shareholder redemption refers to shareholders returning shares to funds in exchange for proceeds at net asset value.
For other discussions on liquidity risk, see SEC, Division of Investment Managénvestment Compey Liquidity

Risk Management Program Rul&xctober 13, 2016, attps://www.sec.gov/divisions/investment/guidance/secg

liquidity.htm.

1129 e @rivdteFunds section of this report for more details on liquidity and holding periods, as well as Cendrowski et

al., Private Equity, Second Editiot{istory, Governance, and Operatis,John Wiley & Sons, Inc., 2012.
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wholedue to its effects in7 multiplying both
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T ([DPSOHV RILROWHROWU®RON f uneésn danfdinadlsosaed subject

a300% asset covi¥¥Thige Freqairemenagtcheratio of
fuodnnot naanmommw aax cteheidpdnrge fioBg smctar a st ,
mo st pr i vathea vfeu nldess ¢droa gn¢oito n s .

™Z5Se " Qe
T &GRQWM[AM ational risks arise from operational
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33°¢

]

Operational risks are especially important for

industry macmoeawgktss wrlateewmtclaicent account rtecordke

safeguards, informati onosabracraisn go,f aonpde rcaytbieornsael c u

T ([DPSOHV RI PLWLJIDMELRRERRWODWWRION rul e requires regi
advitseenrgsggald fstead(ilh)nsetpossession, amd) contr ol
undergo annual s@u3lhjpmgeel ekamdnatsdbaodian maint a

assam(dds)end account statementst @llunedertdymttloert he

requitments

13 SEC Rule 22¢t requires a fund to classify each of its portfolio investments into one of the following liquidity
categories: highly liquid investments (an investment that can be converted to cash within three daysess

moderately liquid investments (an investment that can be converted to cash within four to seven calendar days); less
liquid investments (an investment that can be sold or disposed of in seven calendar days); and illiquid investments (an
investmenthat cannot be sold or disposed of within seven calendar days). For more details, see SEC final rule,
“Investment Company Liquidity Risk Management Progtafts Oct ober 13, 2016,

at https://lwwwsec.gov/rules/final/2016/3B0233.pdf

24I'n addition to direct borrowing, derivatives products
115 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management
Activities January 12, 2017, http://www.fsb.org/2017/01/poliegecommendationto-addressstructural
vulnerabilitesfrom-assetmanagemenractivities/

11615 U.S.C. §880a18.

117 Rule 206(4)2 underthe Investment Advisers Act of 1940 A1 s Gustadian® € e ¢ t $ report for fnore h i
details on custody services and their history.
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Table 3. Examples of Risk Factors and Ri sk Mitigation Controls

Risk Factors

Compliance and Risk

Examples of Strongly

How It W orks

Controls Affected Parties
Investor Risk transparency| Disclosure requirementg Public funds Requires public disclosure of portfolio composition and risis that
Protection investors are informed
Retail investor Investor access Private funds Disallows ordinaryretail investors to purchase private funds that are
exposure restrictions perceived asavinghigher riskthan public funds
Conflict of Fiduciary and suitability | Broker-dealers and Requires advisers to place the best interest of clients ahead of their
interest standards investment advisers own interests (i.e.sales commissions)
Investment Liquidity Liquidity rules and daily | Mutual funds Ensuras the availability of liquid assets to meetestorredemption
Portfolio Risk NAYV valuation needs
Leverage Leverage ratio Business development Caps the amountinvestment companies could borrow to reduce
requirements companies portfolio risk and complexity fothosefunds that are selling to retail
investors
OperationalRisk | Assetsafekeeping| Custody rule Digital assets managemel Makes sure there is a third partgustodianto safeguaréind ensure the
availability ofnvestment portfolio assets
Source: CRS.

Notes: ~ kamples oftrongly affected partiggrefer to the entitieswithin the asset managemestosystenthat are likely to bestrongly affected by the risk control
requirements The column does not list all the affected partidhe table idor illustration purposesonly andis not inclusive of all risk factors or mitigation controBee
“"5LVN O0LWLJDW L Rséctibro6thé& regpi\fas Bxplahation of the different factors in column one.
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Recent Trends

Over the past semanabedmeatstdendushe yahsast under gon
may have important implications for public polic
changes, ( Ityhen divbsotmrgyg a biwtihncn( @9 ednce on capital m
financing rather than b;amds hliofatn sf rboym Aancetriivcea nt ob ups:
invessttnplnégd4t)he exppmsvaoame ofecurities markets

ThdAds s-Managethedus’s r Gr o wt h

I n ptahsewde c a d e s ;matnhaeg cansesnchta $ n g me wmn ybsei cganui sfei caafnt 1 y
increased usatofbdehinPdemste apprnadi shamges in
investment styles ardimsgHEIXihtinid XY @wmeom gt bet her
past 70 years, investors have largely shifted fr
indirectly through assé&bPD4dthanagetmest Feaewelreecr o mpbeat
held by hodsabppebbdideass in 2017, direct holdings
than 40% of'™™Somel ahghdi hpsat tdier cheettldebhyage of e g
individuals @2668IA¢d me relsasiar aosf® etth emacnlaogndamsg er8a W
the investment decisionmaking on .bhe€hiarl fi noffl ureentcaei
on both investors andn thhaes ceoxnppaanndieeds. t hey 1inves:t

CapiMarlkki han©OuhpaRaenkendi ng

Thiemport anc emaonfa gtehnee nats sientdus try has alns o hiencreas
relative importance of the capital markets and b
finamnc,entghe issuancre dodbth omnadsu myintdiuet dp)a e€seidg ngir foiwct ahn
bank ())lbJaXyH

118 For more information, see Sebastian DeWiitz, Alice M. Henriques, and John Sabelhdte Evolution of
Retirement WealttBoard of Governors of the Federal Reserve System, 2015,
https://www.federalreserve.gov/econresdata/feds/2015/files/2015009pap.pdf.

119 popular definegtontribution retirement plans include 401(k) plans and individual retirement accounts (IRAs).
120 Jonathan Berk and Jules Binsbergdew Special Study of the SecustMarkets: Financial Intermediarieguly

14, 2018, ahttps://www.law.columbia.edu/sites/default/files/microsites/capitatkes/berkvanbinsbergen
final_draft.pdf

121 |bid.

Congressional Research Service 23



Capital Markets: Asset Management and Related Policy Issues

Figure 4. Nonfinancial Business Financing: A Comparison
Capital Market Financingersus Bank Loans

M Loans M Capital market financing
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Source: International Monetary Fund.

Notes: Capital market financing refers to bondadother debt securitiesbut not equity securitiesLoans refer
to bank loans.

This general trelnd ihvaes iimpoom dt aamecdevaligdfa mis ¢ a t
holders of such bonds and debt securities. For e
of all U. S. corporate bonds in 2018, more than d
200°%T.he rinmttei onal MonhaoabrsydtrFvteitd s ( 5 MF ¥t may be att
toighter banking regulation, rising compliance c
2009 fina%As)ladIXUdrli wsUtsrSa.t ecsa,pi t al markets play a
rol e i nf ibnuasnienleasgsi ve t o the Euro area.

Act i vPa s s dnwee s t steynBhi f t

The -masmagement industry has also witnessed a tre
managementa,s swhte mamy gers do 'morntt acltiovedsys sted ,e cit n s
pegging investments to an indaexsiwvechnaestmens&P
through index mutual funds anjJLIRDU®Thhsstdesndlace
has mostly been dlrdawecno sbtys ptalbsrso wgh fmanndasge ment f e
s upepreirofror mAocerdl hég S &P aGfobatxascthplhve, st ock
managers underpedffioadmedrtighe sr mpasesit-haar 80% of th
year, -yemd P&riods.

122|MF, Vulnerabilities in a Maturing Credit Cyc|&lobal Financial Stability Repgrpril 2019, at
https://lwww.imf.org/en/Publications/GFSR/Issues/2019/03/27/GlBlencial Stability-ReportApril -2019
(Hereinafter IMF, Global Finandi&tability Report, April 2019.)

1231pid.
124 This trend applies only to the equity markets. The bond markets did not experience the migration of investment

styles from active to passive. Bank for International Settlem&hts)mplications of Passive Invesjifor Securities
Markets March, 2018, alittps://www.bis.org/publ/qtrpdf/r_qt1803j.pdf

12535&,P Global, SPIVA U.S. Scorecay&eptember 15, 2016, lattps://www.spglobal.comlr-insightsSPIVA-US-
Scorecard.html
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Figure 5. Cumulative Flows into Passive and Active Equity Funds
($ Billions)
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Source: J.PMorgan Quantitative and Derivatives Strategy and EPFR Global.
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amplifyingilmatrykeand odsastet mana g®Fnennatl liyn,d ussotmrey ¢ o
argithat acti velpye rnfaonrang ebde tftuenrd stwhaem pasg &kietesstrat
efficient. If this argumemtayi bDetcralpd ¢ atl wezre aomt 1 v e
mar ket inefficiencies caused by grovwt hnin passiyv
active management as wel]l

Privcetear Of f e s OntgpPallQfcf eri ngs

The -mamagement industry has also takgnidbncantrea
rise in the volume o%Becaawsae emaney pansistehta smaonf af g egre sn
volumes of private secumaintaigeesme ntth iisn dsuhsitfrty htaos ol ce
increasingly central Ir2o0lle8 ,i nAnle.rSi.c afni ncaonncpiaanli emnsa rrk
$2.9 trillion thmomghthanvdouabbéfehengsze of pub

126 price discoverys the process by which buyers and sellers determine the price of a security. It involves markets,

market participants, and information.Foo r ¢ det ai l s, see Simon Constable, “What I
Does It WallStreetdourpaljanuary 8, 2017, &ttps://www.wsj.comdrticlesivhatis-price-discoveryand
why-doesit-matter1483930860

R7Robi n Wi g gTRGsowth s inDanger‘ofDevouringCapitalism Financial TimesFebruary 4, 2018, at
https://www.ft.comé¢ontentD9cb4a5ee4dc11e?a6855634466a6915

128 | jquidity transformation refers to the creation of liquid claims against illiquid assts. Kenechukwu Anadtites al.,
Shift from Active to Passive Investing: Potential RiskSitancial Stability? Board of Governors of the Federal
Reserve System, Finance and Economics Discussion Series ndd&@)1®)18, at
https://doi.org/10.17016/FEDS.2018.060.

129 Companies turn to capital markets to raise funding from investors. This picefsred to aa securities offering
Similar to public and private fundgublic securities offerings are open to a wide range of investors and must meet
comprehensive registration requirements imposed by the SEC, whekeds securities offeringare exempt from
certain SEC registration requirements and face investor access restrictions.
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Figure 6. New Capital Raised in Public and Private Securities Markets, 2009 -2018
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The increase in the volume of private securities
policymaker s, some of whomrkase pmopoesdtod mexTey B e
securitskoer meaxakmpyl pee, -econfd cfluomsd,d referregdcéato as an
conduct periodic re3purlcdhanttBsegamercablfytheecidpnger
intervals, these funds aresbelptey aatrblteietsa iImvaal v
2017 report, the Treasury recommended®the SEC re
The SEC also explored the pROQFHESWadlEl HD Vibhgt er val
private sec®¥rities markets.

=3
o
[a—

1scsyu els
The i1inicmpastamesesnadnfa gehme nt ai snedosaryari.dhysof pol

secdioeoesever ali sosfuetsheskeding financial stability,
financial innovation.

Financial Stability

Financi atly psitcaaflidhyist ¥ ot hahef nbai ati ¥ |h efcypsmtdbenm ¢

s hoc ks wyintds sbaatsiiscf functions: financial inter medi
all o d®Ptoiloinc.ymakers attempting to safeguard finan
mini mi zX¥XYWbREROIWEVNI sk that the entire financial
these functions. For nmrarn iFeeldhedrsarlu HReeosteir fviee dG ofvoeurrn opr
sources of systemic r11isk:

BWSEC, “Fast Ans we hitps:/Ivaw.secrgevfakinsWarsiadssersimfinterhinml.

131Y.S. TreasuryA Financial System That Creates Economic Opportunities Capital Ma@etsber 2017, at
https://www.teasury.gov/pressenter/presseleases/documentsfiaancialsystemcapitatmarketsfinal-final. pdf.

132 Concept releases are SEC publications to solicit public inputs before potential rulemaking, often viewed as singles
of upcoming reforms. SEConcept Rlease on Harmonization of Securities Offering Exemptidurse 18, 2019, at
https://www.sec.gov/rules/concept/2019/B3649.pdf

133 For more details, se8RS In Focus IF1070Mptroduction to Financial Services: Systemic Risk Marc Labonte
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T 'RPLQR RU VSLOGwhYeHU HiWEHFWY 1 mr e 1imposes debilita
l osses on i1its counterparties.

T )HHGEDFRwWhRRiSVfire sales of assets depress mar
imposing losses on all investors holding the

T &SROQOWDIJLRQ HHIBHREWVn which inwetshors Swmddenfliyomwi
a c¢class of 1 nstitutions or assets.

T 'LVUXSWLRQV WR RULWWLIF DO IXODFWdLRQ¥an no longer op
of a breakdown id* market infrastructure.

Accordamgt eopnationghnfftzhhiech nena i aBo aSrsdasbtfal 1 ty

mana genmemptadnindedti s phayi cufambuncliat gestabi hgt ¥y heonce
20@M 09 finawictiha 1t hceonfesaircsee,yp t ma r k e t( MR s*jiTahli sf uimsd s

a result afisthe mhmatgeapamtre wlkmepradiliyd® 1invest me
cliemtkker than principa¥Ehemhoagaviatgéoamohamsebd
budto madte direct hewmAe,yr sduscshe oafrheamr g@dmwd no md

client]l acThadsmds nott me amnfitheaftrydnsei al stability
Actual emeamket s how t Hiabtes aefvee nf pmedgsg eaovuflddn atnrc i al s ys
instabFIl ek yg hmpolneey mar ket nuhwtsrtiadyp & rullneldsprtsi o n

2008 d accel e2Dt09d ftimaBm&fithhle tc,r ilseidsde r mu €d pLona g
Managésthani 9 28 al s o tdletnltoen sttrraantseinf & ® mo n ceafne ven't
broadly affect the fum¥tioning of the financial

ThEi nanci al S tdelmisleivtays d Beota rndasntarguecnteunrta | v ul ner abil
could present fsi.n dltheeisael vsutlanbeirtpibiigdiittli ehme ss mgd awhd e
within i1inv,opematnito nfailn drsu s lkdsetameds scechh d d aenndtiedsii w n s
lending activities PThiassaséemmpampgleensonenyd funds.
mar ket mutual funds, —HDOFsi,l | acmsodntdaftxwtse abldhggectde d e ndi n g
ma neamgesnttr uct ur al amtdi emeaxatbadti ttice swhicohcladihsees e v ul ne
financial stability concerns

¥Daniel K. Tarullo, Federal Reseve, “Regulating Systemic R
https://www.federalreserve.gov/newsevents/speech/tarullo201408 For other discussion of systemic risk

definitions, see IMFContagion Risk in the International Banking System and Implications for London as a Global

Financial Centey Working Paper nd7/74 April 2007, at
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/ContaBisk-in-the-InternatonalBanking Systemand
Implicationsfor-LondonAs-a-Globat20577a nd Federal Reserve Bank of New York, “L
Assessing Contagion Risk in a Financial Network J une 24, 2019, at
https://libertystreeteconomics.newyorkfed.org/2019/06/assessimggionrisk-in-a-financiaknetwork.html

135 Financial Stability BoardPolicy Recommendations to Address Structural Vulrititiab from Asset Management
Activities January 12, 2017, https://www.fsb.org/wgcontent/uploads/FSBolicy-Recommendionson-Asset
ManagementtructuralVulnerabilities.pdf

BFor mor e AssatMandgament Risks and Regulation Comparedto Bankinge ct i on. of this repor

B'The President’ s Wor ki n gled@erFundspLeverage Fandithe hessofAdngTédm r k e t s
Capital Managementpril 28, 1999, ahttps://www.cftc.gov/sites/default/files/tm/tmhedgefundreport.htm

138 Financial Stability BoardPolicy Recommendations Address Structural Vulnerabilities from Asset Management
Activities January 12, 2017, https://www.fsb.org/wgonter/uploads/FSBPolicy-Recommendationsn-Asset
ManagemenstructuralVulnerabilities.pdf
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Money Market Mitual Funds

Money mar ket mutual funds ( MMfFasn)a greenpernets einntd uosnter yc
has ge nsetreamhiesdk siys s u ens1 t u MMFhfauta dien vvteet mi che Bth or t
secu,siutcihesas U. Sorc Tmeneas vi(m | bpgraprewdr aPBe cdacubste)
MMFsnvest-qual ihttyeh m hdoerbtti nsveecsuw roirtsi egse,nes at &y 1 e
alternativeseveon btalnkygllepeo sidts federal¥Plyi iemsur
t he s loa rheewsrit wafy, MM ndhagesenatté éitm net a(sdAM) valu
meaning siesllagstesonthbuancdp atrto s haref waduassofss menus
liabilities.

gar
e d
e

S o nMME, h o wepveesratme wh af tf etrheannt Imyo st ot BBepr cmudtiwal 1fyyn
s ome MNHs t os tkadbApe Salt. 00 pepayhagetdiwdldeadsi ass
and taeeevbmore closely mimiclkitfisgttalbd ¢f NgAVures of
bel ow whhli.cOhO ,r arietl yi so csouifddb t hla¢ £ @S ebput cekmb e r 15,

2 008, hman Br ot hef sl ¢bdalnflkornugpFthedyn,w aaMME d Rh s er ve
Primar,prBbBladthe buck when 1wsi tihtahgee adfeffbet]l li stsou edd7 |
Le hman B*%Tohtihse resvieemd dm igmreray o filonaelkerta trech ctth e nX0
209 i nanc Ul tcirmastiesl.y the Treasury dregeamrdcynent i nt
guarantee MFognambhotwa¥asddres® the crises.

MMFs thus befamenei khowtbemohstyacbagethegradpye
susceptible to suddehaicamase rdd &d mfedantm ofinu idniu msgh)o r t
mar kMMFs are vulberabbe tbaresehelders have an 1inc
shares before others do wheceonusludi € eelo asdaedspescepti
this chenchPhE@muIMMEt ¢ di 10elsO0 iammmd2 Rdatghiats t it ut i onal
municipadtapdiMMFsalfl oat their NAVY BSE&m stable v:
pr o vdindeew t o o IMF’sh o a,t dhael 1M wion gi niphoesne fees taamd redemp
di scourage runs.

Policy discussionsrreon,s icosnpade duditlelesh e MR&SNAY 0 M4

s hould ohbotsitnagb Igee neoatroger d negamglr aststiramcktdr i nt er e s
exammlCeo,n stumer FinancilalMdrhlbbdtcse Rmdt(SCatphpiiitina Act o f
wourd adquheetSoEeCver se¢ imlged NAKe t @b he NAV f MFst he affeq
Af 1l oat irmegfsIiNesAaVotr ¢ t babcotsmmakl k et val WPeopdibehtevendhe
floaticongl NrAVdbuymeve’si neenti ve 1in driusnt rbees¢sdends emaorfk e t s
di ff dbreamee n satnadb lteh ev aalcutew(al Ju smlmlkew t or s t o under s
prio¥gements and manle(3ftlhhe momeliiomit guarantee o
l ostshersou gh stthaabtllee awdal lduoe euxnpre ecatolafit sistiir®pept oyn e n t s

139 CRS In Focus IF11320Joney Market Mutual Funds: A Financial Stability Case StiyyEva Su
14017 C.F.R. §270.23.
MSEC, “Fast Ans wer s : hips/aveny.sedfowakswers/nfmmkichtm, »> a t

“2The Deal Bo-Mhr k& MoHRemgd ¢ BTheMew YorkiTimeSemembek 17,"2008t
https://dealbook.nytimes.com/2008/09/17/monegrketfund-sayscustomerscouldlose money.

“Wpresident’ s Working OoneyuMarket RundRefarm @ptian@ctoben210,late t s
https://www.treasury.gov/presenter/presseleases/Documents/10.21%20PWG%20Report%20Final.pdf

144 For more information, seERS Report R4341& osts of Government Interventions in Response to the Financial
Crisis: A Retrospectiveby Baird Webel and Marc Labonte

14517 C.F.R. 88230,293,270,28nd 279; and SEC final rule, “Money Market F
PF, ” Oct ob chttps:ivdvw.se2.gov/rdles/finalt2014/3616.pdf
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belthfakoating NAV does not soHor d¢Xoameplss,ue of

acade ms eaarrtadhe d sl utl8haarto MME s t hai metf it bl oag

NAV did not e x preerdiueantciea nspiigchpi efni sciptnyna *Kent d i
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1 n

stress

addition, providing floaanmdogteNxAV aeqouumtetsngal amd

disclreslmrteed busin¥Opp mowdrt s ¢ hveog eypnoei ndte ctloi n e
affecMMFesdi nce tahs amr foaxsmmpil eMbodmatMkatt may create

wor ki ngs hcoarptiabgaeési anfedsrsmu a p e i p8Qtomesr.s b e g utehsee h a t
to study

MMF r elfaosr nbwelelmp 1 e nseinntceed Oc tidab ama k2G1 6 e ns e
e f f e cstainvde niemfp atclt eb erfeofosaersm d k a 'Y g s

Stress Testing for Asset Management Firms

Stress testing generally refers to a forwdobking quantitative evaluation of the impact of stressful economic
financial market conditions. As part of the broader legislative response to the-2009 financial crisis, the Dodd
Frank Act requires regjators to establish stress tests for banks and certain asset management firms. The SH
responsible for establishing stress testing methodologies for brdkealers, registered investment companies, 8
registered investment advisers with $10 billionraore in total consolidated assets. The stress tests to

include baseline, adverse, and severely adverse scenarios, and the results of the stress testing must be rej
the SEC and the Federal Reserve Board.

As part of he SEG V M@ reform, MMFs arerequired to testtheir abiliiesto maintain weekly ligid assets
of at least 109and to minimize principal volatility in responsedeveral SE@efinedhypothetical stress scenario
including (1) increases in the level of shegrm interestrates, (2) the downgrade or default of particular
portfolio security positions, and (3) the widening of spreads in various settors

The SEC has not yet implemented the DeBrhnkAct stresstesting requirements for asset managers. A 2017
TreasuryDepatment report states that the Treasury does not support the use of banking sector prudential s
testing on investment advisers and investment compaeeausehe MMF reform stress testing requirements
DOUHDG\ "VDWLVI\ W KHank &L WWRJ H WY KW H R BEBIQ the U H6Th )XChnd e s Hie W V|
Alleviating Stress Test Burden to Help Investors Act (H.R. 3987) would exempt nonbanks from certain Dod
Frank stress test requirementShere are also others who support stress tests as an imgatrsystemic risk
mitigation tool.

18\We find that the stable/accumulating distinction explains none of theseotisnal variation in the run rate
among t h eGordonfleffrey N. and Gandia, Christoph&pney Market Funds Run Risk: Will Floating Net
Asset Value Fix the Proble? Ml 1, 2013Columbia Business Law Revigathttps://ssrn.com/abstract=2134995

147 BlackRock,U.S. Money Market Fund Reform: Assessing the Imphate 2018, at
https://www.blackrock.com/cash/literature/whitepaper/viewpagtmmf-reformassessinghe-impactjanuary
2018.pdf

1481.S. Chamber of CommerceMoney Market Funds Helping Businesses Manage Cash, Elow
https://www.centerforcapitalmarkets.comAspntent/uploads/2013/08/a@3_CCMCMoney-Market.pdf

149 BlackRock,U.S. Money Market Fund Reform: Assessing the Imphote 2018, at
https://www.blackock.com/cash/literature/whitepaper/viewpeirstmmf-reform-assessinghe-impactjanuary
2018.pdf

108 e e SEC fMoneyNarket FundReforfn; Amendmentsto FormPF July 23, 2014,
https://www.sec.gov/rules/final/2014/3%16.pdf and “SEC Adopts Money Marke
release, July 23, 2014, lattps://www.sec.gov/news/presslease/201443 For ekamples of applying the scenarios,
see Jeremy Berkowitz “Money Market Mutual Funds:
Economics Research Associates (NERA), July 14, 2018tp://corpgov.law.harvard.edu/2015/07/14/menerket
mutual-fundsstresstestingnewregulatoryrequirements/

151.S. Department of the Treasu#dy Financial System That Creates Economic Opportunities Capital Markets
October 2017, dittps://www.treasury.gov/presenter/presseleases/Documents/RinanciatSystemCapital
MarketsFINAL -FINAL.pdf.
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Ex c halirgeded Funds

Some commentators have als o arrigsuke dc Bthhheaetr a8 EFs r a i
majority of all ETF as s ebtass eadr;e tphausss iivnevleys tnoarnsa goefd
hi ghwtéghr oo n ETFs as one of the drivinhefoepestbeh:
discusses in thWipheVWUiBusETEstaonounting for mor
under management and 30% of alTlF’slt.aS.e eaqudi tcy nttriand
growth give rise to fthancial stability consider

The key-rsiysskt eimiscue surroundilifXLGeWWR gMPIDBMAEKY 1 nv o
mi smgetakpel hys to a Edbptirwaudl pnadofpfbemrysicn gre t ha
and selling tahfetnditeesel atnothe portfolio asset
di fit etr steheen t wé ok eeahmpl e, if the ETF shares trad
underlying portfoli ot hEeTrF talseskedtlisd,gbe od bitouikdi oy o
mi s ma°iScohme hrgud itqui dity mi smatch could amplify
trigger fire sales that further daprcoststhreasset pr
hawe glthati diitqggu provi ETFhr tbht ongreiasnhi adidEEi t i ve,

liquidity is at least as™Qtrheeart caosmntehnatta toofr si thsa vuen
t hmdt all ETFs are createh]leaygamiiinlditdidei ma j or i ty o
pr
h i

]
[

oducts that ar ¢lowe mhserrdee tiesd alloswe ra rgirsokwi ng s ubs

g-hies k Eil&sso utrhgaete e bacer n. To add to the confusi
not currently have a ccolnesdirsftfeenbte intvdieteitneg ypes vedt i o
pr oducatrse thhiafther ri sk

On Sept e mbchrS E2€bs,t a2bdl 1i%s,cimtpr e he ns i vfeo rl iEsTtlFign g st an d
ior,ptrostpleactt s sey filddwhth pempproved by the SEC un.
emption to the Lhlvee shtEnke natp pG oonvpaal ms ypnrdoccteisdsu arle p 1 a

exemptive orders wwvahidlai EFFes.rThe fipprpheahnexc

i sk ETFs and ma nadnadt eost hneerw cdoifisdcid toidoumrse do m citn ded y
naged® ETFs

Leveraged Lending

Leveraged lending, al s,0 irse ffeirmaendc itnog ama dee vtea abgeeld
grade compampawiitehy adit rat+ Bg)laBewhoide tHB&Bbe hi ghly
inde®Lederaged 1l ending r etcheei vreede i igitiesb ntasmnei rbgesc a u s e
l eveMageev.eldhgeans are syndicated, meaning that a |
including asset managers, icno lcloencttriavsetl yt of van dtsr aad is

152iSharesjShares P18 ETF and Derivatives Guidathttps://www.ishares.comstesourceshstitutionatinvestors/
etf-derivativesguide

153 For more details, seé@RS Report R4531&xchangeTraded Funds (ETFs): Issues for CongressEva Su

154 Ananth MadhavarExchangeTraded Funds and the New Dynamics of Investiwford University Press, 2016.
155 |pid.

156 SEC Rule 6€11, athttps://www.sec.gov/rules/final/2019/3®695.pdf

157 Securities Industry and Financial Markets Associatidh I F MA&veraged Lending FAQ & Fact Sheet  a t
https://www.sifma.org/resources/research/leverdgadingfag-fact-sheet/ For a more detailed definition, see Federal
Reserve, FDIC, and OCGyteragency Guidance on Leveraged LendiMgrch 21, 2013, at
https://www.federalreserve.gov/supervisionreg/srletters/sr1303al.pdf
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held by a'™Somgleebunhkt
gray area that 1s mnot

rs ¢ amsaimdkeermesgypgnldai pcoartye d | o
ully ove®seen by either b

0
f
Leveraged loans genthahlogtperstbetrmbsignhveohlewned 5 k g
riskier borfewdnmnd adwwvedkdiimar s g(wianrddiscaavteadk by
“covenpamde 1l atwve skl yapabilities for |l oan repayment,
to earnings before interest, t'%Ixu, r idnegp rtehcei aptaisotn a
decade, the U. Skeetkxpeverapeddpboewthmardeteriorating
decreased repayhmkEQH Ha wa b ¢catmotuiinkte offo tlaclver aged 1 o
out standing remained relatively low at around $1
90% of the leveraged 1oan pr®iMnaruya Il mafruknedts iamwe shtea
funds held 21% and 5% of leverage dsuthaddems hen 2017
mar knet e t hianébged webh 20%°bnaadd@6d% . of U. S. l evera
loans are ged 1nt oacao ltlyaptee roafl iszterdu cltouarne do belrie
(CL®CLOs are then sold to institutional investor
ot hers, with the asset management industry holdi
t heOlgShqiughleirt y*Mu o m & thaenfdu nodt her i nsheoddment hwamhi2d1%e o f
CL .

Table 4. U.S. Leveraged Loan Risk Characteristics

U.S. Leveraged Loan Market Characteristics 2007 2018
Outstanding Leveraged Loanskfions) $554 $1,147
U.S. Issuance (percent of global issuance) 66.9% 75.8%

Board of Governors of Syndieatedloahfortiollos oRkinancial ingtituti®ngs a¢ m, <
https://www.federalreserve.gov/releases/efapetgectsyndicatedoan-portfolios-of-financiatinstitutions.htm

¥Lisa Lee, “Leveraged Loan Risks May R®8lgombergdpriFlY,nanci al Reg
2019, athttps://www.bgov.com/core/news/#l/articles/PQ4HZD6J1JUZ
%0The “covenant lite” loans are lending contracts that 1ack

covenant clause in a syndicated loan contract typically requires the borrower to pass regular financial fitness tests.

Because the financiahdustry considers loan covenants a major device by which lenders can monitor loan repayment
performance, many see thisriseincovedantt ¢ 1 ending as evidence of a decline in
“Me as ur-Lnge CBederdt Resetve Bard Philadelphia 2018, atttps://www.philadelphiafed.org/
/media/researchnddata/publications/bankinfgends/2018/btov_lite.pdf?la=en

161 Nonbanks generally include asset managers, insurance companies, pension funds, andadgpesitory financial
intermediariesPrimary marketefers to the market where a financial instrument is first created. Secondary market
refersto the market where these instruments are traded. Data from IMF, Global Financial Stability Report, April 2019.

162|MF, Vulnerabilities in a Maturing Credit Cyclépril, 2019, at
https://www.imf.org/en/Publications/GFSR/Issues/2019/03/27/GiBlrelncial Stability-ReportApril -2019

163 | bid.

164 To redistribute the credit risk, collateralized loan obligations (CLOs) pool leveraged loaihetdge portfolio and
restructure the pool into different credit tranchéisnknown as senior, mezzanine, and equity tranches, in order from
highest to lowest payment priority, credit quality, and credit rafitigough this process, risks of the politf of loans

are often redistributed to lower tranches and new-highlitrating CLOs are formed out of the belinwestment

grade pools of leveraged loan assets. For more details, see National Association of Insurance Commissioners,
Collateralized LoarODbligations Primer athttps://www.naic.org/capital_markets_archive/primer_180821.pdf

165 According to the Federal Reserve, as of yaat 2018, most U.S. CLOs are issued ouhefCayman Islands ($457
billion or 74%). Of these issuances, 27% or $94 billion are held by mutual funds and other investment vehicles. Emily
Liuand TimSchmidEi s enl ohr , “Who OwnFEDENofesJulyC1R,Q01%, atc ur i t i es ?7”
https://www.federalreserve.gov/econres/notes/aates/wheownsus-clo-securities20190719.htm
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U.S. Leveraged Loan Market Characteristics 2007 2018
Covenant Quality Index 2.6 41
Covenant Lite Share (percent of new issuance) 29.2% 84. 7%
Total Debt/EBITDA (times) 4.9 53

Source: IMF,Global Financial Stability Refpril 2019.

Notes: EBITDA = earnings before interest, tax, depreciation and amortization. Covenant = certain credit

agreements that serve as a measurement of the degree of investor proteétioigher covenant quality index

score denotes weaker covenant quality.
Mul tfiipdaencial regulators and Members of Congress
l odrniss ks and implicatffdowe ftohe ofimmeant @ainalgasethabriel i t
that leveraged loans are resitient and stable, ¢

leveraged lending raises 4 heafioddpwofigpolicy 1ss

T ODUNMRSWFLWYVer age,d plaerntdiicnugl ar | y ¢tlhiet ei nlcoraenass,e o f ¢
couples whtghredsaskive ,1 apeokt emft itarladnys paraednicnyg t o
une x pehcitgehd [lyo s ssctso atrhd sfh a(AkhEQikhtl issy sutnecnd e a r ,
as discussed bel ow, tahcer odsesg rtehee tfwolnwhhnicciha 1c¢ osnytsatge
result from this.

T /LTXLGLW)\ PRuWPIDiWFk K menadts e a sxyi te nt thrry uvagrhd dea i |y
redemptnonaadiyng, whereaswhieokrageldd | npamse as
underlying tassd¢sihbrackenatmognlgy e dasndd efitre elsh
of leveragprdo hpilaehda i hvafbaat he SEC to caution that
should be aware of®their relative illiquidity.

T 7KH ORDQ VI\QGLFDWLRQ SURFH&V eDQG dHiGEHUWEIOI RYHUVLIKW
syndicated by groups of 1nstitSuotmeognualla tionrvse st or
and researcherbe wora gaerdehrlllatgnandsh a a dot her financi e
products like 8nds and bank loans.

T &SROQWDIJLRQ@GUL¥Y¥M theadem@shegedand insvsemeor c¢compos
exphnatve argued that leveraged demtdd gigomaises ¢
However, ma st 1iewe aargee s ol nobaannsk s , with the asset
industry holdiaoag toftai gmwiafkipodamtd erpesspusiet ,
commentators diavectarfgufeadamihbdv ¢wasmled 1l oragies] y
stop at the 1nvestor level, instead of being m
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Rising, B a n k Bloomlerg, danuary 252619, at”
https://www.bgov.com/core/news/#!/articles/PLWEBP6VDKHT

167 Comments from Dwight Scot§enior Managing Director of Blackstone and President of G&@tal Partnets  “ D o

Leveraged Loans Pose a Fihanciad imesFebsuary 1l1e2019,atS. Ec on o my ? ”
https://www.ft.com/content/ae5031:220211e992227024d72222hc

8Ben Bain, “SEC Chief to Mutual F Bloainberghprie9s201®ras : Be ware of
https://www.bgov.com/core/news/#!/articles/PPPNE86K50XS

%Lisa Bveragthkd Loan Risks May Require Bloombhergdprilalf, Regul ation
2019, athttps://www.bgov.com/core/news/#!/articles/PQ4HZD6J1JUZ

FederalReservé h ai r man Jer ome P o wsekilisakinte theerigks that existed‘bafote thé o n > t
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"Mjesse Hamilton, “Leveraged Lending HloombergMap2ls201®,@at Cras h Thr

https://www.bloomberglaw.com/document/X7ARN6TK0000a0d Federal Reserve @hman Jerome Powell speech,
“Business Debt and Our Dynamic Financial System,” May 20,
https://www.federalreserve.gov/newsevents/speech/powell20190520a.htm

172victoria IvashinaEmerging Threats to Stability: Considering the Systematic Risk of leveraged Lehdiagt,
2019, athttps://financialservicehouse.gov/uploadedfiles/hhtd 6-bal5wstateivashinav20190604.pdf

173 For more policy discussions, sERS In Focus IF11278ccredited Investor Definition and Private Securities
Markets by Eva Su

174 SEC,Updated Investor Bulletin: Accredited Investotanuary 31, 2019, https://www.investor.gov/additional
resairces/newsalerts/alertsbulletins/updatednvestorbulletin-accreditedinvestors
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Finanoamavation
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Innovataimelacd regubateor ¢lipwhceeltmhekrangghnol ogies and

176 SEC,Proxy Voting: Proxy Voting Responsibilities of Investment Advisers and Availability of Exemptions from the
Proxy Rules for Proxy Advisory FirmStaff Legal Bulleth No. 20, July 2014, at
https://www.sec.gov/interps/legal/cfslb20.htm

177 SEC,Concept Release on The U.S. Proxy Sysaéhttps://www.sec.gov/rules/concept/2010/32495.pdf
178 SEC,November 15, 2018: Roundtable on the Proxy Proasstps://www.sec.gov/proxyoundtable2018
17917 C.F.R. 8800, 230, 239, 240, 24970, and 274.

®WpDave Michaels, “Return to Sende rWalSMeetJouandlJuded, @8 Bte ports Wi l
https://www.wsj.com/articles/seapprovespaperlessnutuatfund-reports1528205042
BlBurton Eller, “SEC Paperless Man dhetHdl, Februdya3d2018,datt a for Rur al

https://thehill.com/opinion/finance/37202&cpaperlessnandatea-bad deatfor-ruratelderly-investors

182 SEC,Request for Comment on Fund Retail Investor Experience and Disgl@suober 312018, at
https://www.sec.gov/rules/other/2018/368503.pdf
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BBEuropean Central Bank, “Digital Na(t)ive? Fintechs and th
https://www.bankingsupervision.europa.eu/press/speeches/date/2017/html/se170327_1.en.html

184 Debevoise & Plimpton LLPCustody of Digital Assets: Centralized Safekeeping of Dexdizetd Assets under the

Investment Advisers Addecember 17, 201&t
https://www.debevoise.com/~/media/files/insights/publications/2018/12/20181217_custody_of_digital_assets.pdf

185 Fidelity Digital AssetsCustody in the Age of Digital Asse@ctober D18, at
https://www.fidelitydigitalassets.com/bipublic/060_www_fidelity_com/documents/FDAS/custeidythe-ageof-

digital-assets.pdf

BSEC, “Enga®iVPg Cas tNadnal Practices and Digital Assets,” Ma
https://www.sec.gov/investment/nalvp-andcustodydigital-asset€31219206
187 | bid.

188.S. Congress, Senate Committee on Banking, Housing, and Urban Affarajning Regulatory Frameworks for

Digital Currencies and BlockchajiHearings, 118 Cong., ¥ sess. July 30, 2019 (Washington, DC: GPO, 2019).

189tay Goldstein and Andrew KarolyiF * nt e c h: What > s REKnowledge@WhartgWharcht12,s Hy p e

2019, athttps://knowledge.wharton.upenn.edu/article/fintech

190 For example, Facebook is reportedly planning on a cryptocuntesssd payment system, see Wolfie Zhao,

“Facebook to Rooilnl’ OGQrty p tGol couoindesioMay 24,i2@19, 2t0 2 0
https://www.coindesk.an/facebookto-roll-out-globalcoincryptocurrencyin-202Greport
says?utm_source=BlockchainBites&utm_medium=Email&utm_campaign=2824; Amazon is reportedly

providing multiple financial services offgupiFinagdal see Kevin
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S e r v iAmerisan BankerMarch 18, 2018, dittps://www.americanbanker.com/slideshow/kamazoris-shaking
up-financiatservicesand Ube offers financial services payment solutions, see Uber SEC Fdriet S
https://www.sec.gov/Archives/edgar/data/1543151/000119312519103850/d647752ds1.htm

91World Economic ForumBeyond Fintech: A Pragmatic Assessment Of Disruptive Potential In Financial Services
August 2017, abttp://www3.weforum.org/docs/Beyond_Finteeh_
_A Pragmatic_Assessment_of_Disruptive_Potential_in_Financial_Services.pdf

¥Digital assets, often referred to as crypto assets, a mo
made possibley cryptography and blockchain, such as currency, commodity, security, or derivative on a commodity

CRS In Focus IF11004inancial Innovation: Digital Assets and Initial Coin Offerindey Eva Su

19 Bailey Lipschultz “ Could Amazon Manage Your M®&laomergJuly@4; 2058t ein Anal y
at https://www.bloomberg.com/news/articles/260R 24/couldamazormanageyour-moneybernsteiranalyststhink-

sa

¥Stella Xie, “More than a Third of OMallStreetJowrnaMarch I nvested i
27, 2019, ahttps:/www.wsj.com/articles/mor¢hana-third-of-chinais-now-investedin-one giantmutuatfund-

11553682785

195.S. House Committee on Financial Services Hearlidd PLQLQJ )DFHERRNYV 3URSRVHG &U\SWRFXUU
Impact on Consumerfnvestors, and the Amesdn Financial System, July 17, 2019, at
https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=404001

%¥pDave Nagid, “Most Imt ek ETcamdipe 2B, R@EY, &i 1 ing Eve
https://www.etf.com/sections/blog/mesterestingetf-filing -everlibra?nopaging=1For details on the ETF structure

and operations, s€&RS Report R4531&xchangeTraded Funds (ETFs): Issues for CongrdssEva Su

197U.S. House Committee on Financial Services Hearlidd PLQLQJ )DFHERRNYTV 3URSR#HG &U\SWRFXUU
Impact on Consumerfnvestors, and the American Financial System, July 17, 2019, at
https://financialservices.house.gov/calendar/eventsingle.aspx?EventI 44040
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¥Dave Michaels and Lalita Clozel, “8SEWalSteetgdumallhet her t o R

13, 2019, ahttps://www.wsj.com/aitles/seeweighswhetherto-regulatefacebookdibra-11563015601

¥House Committee on Financial Services, “The Keep Big Tech
https://financialservices.house.gov/uploadedfilesill§ hr ikbigtech.pdf
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Appendix.Rel at ed CRS Products

CRS Repor &DBUWDRO ODUNHWY 6HFXULWLHYV 2JIHULQEW aDQG 5H
Su

CRS Repor ([FREPQUDEHG YXQGV (7)V ,VVXHV HRWa &BQJIJUHVYV

CRS Repor t2%4ABPQGEQYHVWRU &RQPHIHBHGEH GFW +&XY¥IHWD O
ODUNHWY 3URYoLW/LRQXW a.ted by Eva Su

CRS Repor &RYXWY4RIIF*RYHU QRRQW LQWSHHYSHR@VH WR WKH )LQDQ
S5 HWURVSHWRWIB/fdHi rd Webel and Marc Labonte

CRS In FocuQWURGXFWWORQ WR )LQDQFLD®y6HWaYrL&EH Y a 6\o/WtHeP L
CRS In Fboe2QWURGHFWLRQ WR )LODQFLDObLGHUEYLEHY u&DSLWD (

CRS In Foc$BFUHGLWHS® ,QYHVWRU "HILQLWLRQWDQF 8WLYDWH
Su

CRS In Foc8WLYMDWH BHEXULWLHYV 2I1ITHULQJV BoDFINWWMRXQ@G DQ(

CRS In Foc psQDQFLDOO0, QIRWDWLRWQYHWY DQG,, Qb WLB® a& RLQ 2
Su

CRS In Foc6@E& 6HFFRAXILAZWALHY 'LVFORVXUH %DFNJURX®G DuIQG 3R

CRS In Foc OQRQH\WADOWBNHW OXWXDO )XQGV $ )LQDQFLDWa6WDEL
Su
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